The article focuses on Sukuk, in the framework of Islamic finance and its possible role in the economic development of the Muslim world. Sukuk, as a new financial instrument, opened doors, since 2001-002, for drawing funds from international sources. The article, firstly, pinpoints incorrect practices in Sukuk experience , which ought to be removed, in order to ensure the Islamic authenticity of such an instrument. Secondly, we search possibilities of employing genuine Islamic Sukuk in ways that would maximize their role in financing the development of Muslim countries. Some proposals are presented for how Sukuk can possibly support the investment activities of SMEs, as well as opening new avenues for financing promising business ventures and corporates in industrial and service sectors.
Introduction
All contemporary Muslim countries are in great need for economic development as a major target. No doubt that mobilization of maximum possible resources; human, financial, technological etc., are so important for success in realizing such target. With the exception of a limited number of oil or gas-rich countries, Muslim countries lack sufficient financial resources which are necessary for carrying sound development. The fundamental motive behind the inauguration of Islamic financial institutions in the 1970s was not merely the prohibition of interest (Riba) but more crucially, considering Sharia tenets, is the role which they ought to play in economic development. Slow rates of economic development in Muslim countries for many decades can surely be attributed, amongst other factors, to the weak and inadequate role played by the interest-based conventional financial system (Abdelrahman Yousri, 2016) .
For almost 40 years, Islamic finance has grown significantly and impressively in many Muslim countries as well as globally. This has been observed in the high growth rates of investment funds deposited with Islamic banks on basis of profit and loss sharing. However, digital growth in terms of deposits and their employment is not enough to judge the success of the experience on genuine Islamic grounds. Islamic banking has used financing tools which are in principle Sharia compliant but in practice, it has mimicked conventional banking financing mechanism. In addition, Islamic finance has not been directed rightly to investment projects that would effectively serve Muslim countries' development, which is a major target 1 . Such trends or modes which are dominating practices in the Islamic financial industry have mostly been forwarded to Sukuk activities. We need to pinpoint and remove incorrect practices from the Sukuk industry for two main reasons: firstly, to ensure the authenticity of Sukuk as an Islamic instrument. Secondly, to emphasize the role that can be played by genuine Islamic Sukuk in financing the economic development of Muslim countries.
Islamic Sukuk 2 and Conventional Bonds
Sukuk emerged as Islamic securities and originally thought to be an Islamic alternative to conventional "bonds" 3 . But, how to create an alternative to bonds while in Sharia, because of interest prohibition, it is neither permissible to guarantee the nominal value of capital nor its return 4 . These were "real puzzles" that faced Fuqaha (Muslim jurists) who were involved in 1 Most of the investment was practically directed to durable consumption goods such as cars, and to real estates 2 Sukuk which has become familiar in English usage is an Arabic word. It is plural of the word Sakk. To avoid readers' confusion In this article, the word Sukuk is used both as singular and plural. 3 This approach of designing Islamic finance products as "alternatives" to conventional finance products is questionable, as each type of products has its own underlying principles. Mimicking can , therefore, be a slippery road for Islamic finance (Al-Jarhi, 2018) 4 A definition given by the Islamic Development Bank (IsDB) says "Sukuk commonly refers to the Islamic equivalent of bonds which essentially falls under fixed income securities", then it adds "as opposed to conventional bonds, which merely confers ownership of a debt without any underlying assets, Sukuk grants the investor a share of profit from an income generating asset or project, along with the scheme.
Solutions, however, have been found through fatwas (new Sharia pronouncements) and financial engineering. And the impermissible characters of conventional bonds have been replaced by some attractive advantages to Sukuk. Unlike conventional debt securities, Sukuk share in ownership and avoid one of their real disadvantages, if, or when, the issuing company is exposed to bankruptcy. Conventional bondholders in such case represent real burden over the issuing company because of their senior "legal" rights upon all its existing assets .
Our first task in this article is to explore and examine fatwas and financial devices that were based upon them to assess Sukuk authenticity and success from the Islamic perspective.
Islamic Securitization
In practice, the basic and necessary step for issuing Sukuk, as a new Islamic security backed by ownership of real property, was taken by approving "securitization" within the frame of Sharia. In an Islamic perspective Securitization would not be different from secular definition in the sense of transforming illiquid assets into liquid ones through the market (Fisher, M. and Shaw, Z.,2003) . 5 Yet, while in secular securitization, the repackaged assets include debtsecurities or loans, this is not permissible by Sharia. In Islamic securitization, the pooled assets, and their acquisition, maintenance, utilization, and income generated thereof must be interestfree and comply with other Sharia rules of finance. Besides, we have to emphasize that collateralization as practiced normally in secular finance is not Sharia permissible, which represented a real problem from the beginning. Capital when invested in an Islamic system is liable to returns only in case of profits. Thus if guarantees are given to capital or its returns Sukuk would carry the negative aspects of conventional bonds. 6 Under rules of profit-loss sharing, we have to emphasize that the value of Sukuk by the end of its tenor should be redeemed according to market and not nominal value.
In principle, Sukuk is distinguished from bonds by the basic nature of the designated assets, which are pooled for securitization. These must be real and suitable for productive investment that would generate halal (Sharia permissible) income. Such investment and income generated therefrom can be protected in favor of Sukuk holders by risk aversion methods and precautionary measures that do not violate Sharia.
the investment risk". The definition emphasizes that "Sukuk securities should adhere to the Sharia principles, which prohibit the charging or payment of interest against the invested amount but rather sharing the return on the investment" The irony is that Sukuk issued by IsDB assured holders about nominal value and fixed returns: IsDB, "Sukuk in Brief: A secure return through an ethical investment" http://www.isdb.org/irj/portal/anonymous/idb_capital_en 5 "Securitization in conventional finance is the packaging of designated pools of loans or receivables with an appropriate level of credit enhancement and the redistribution of these packages to investors. Investors buy the repackaged assets in the form of debt-securities or loans which are collateralized (secured) on the underlying pool and its associated income stream. Securitization thereby converts illiquid assets into liquid assets" Mark Fisher and Zoe Shaw, eds., Euromoney Books, London (2003) 6 The experience of Sukuk in this respect is important and will be further discussed and analyzed. secured from the probability of loss, and (thus) cannot be promised a fixed return in advance 10 .
Sukuk Issuances in Development
The real problem in all issuances of Sukuk is that buyers were rest-assured, in advance, of the nominal value of their securities in addition to returns that they will receive. Rates of return were either fixed or floating while tied to a benchmark which the is the LIBOR" 11 . The use of LIBOR, as benchmark, has become familiar in Islamic banks since the 1990s, by approval of their Sharia boards. The same ill practice has, disappointingly, been forwarded to the Sukuk, instead of trying to find out rates of return that are guided by ex-issues' profit rates and anticipated future rates. Issuers of Sukuk tried to justify using the LIBOR for some Sukuk by saying that in case if the actual profits exceeded such an interest rate, the enterprise manager shall obtain the excess amount as an efficiency incentive, and in the opposite case the manger shall make a free loan or donation to the Sukuk holders. Taqi Usmani (2008), who has been 10 In case of loss, this will be totally borne by the capital owner, and not by the partner who is carrying or managing the investment, unless it is firmly proved that this partner committed a dishonest behavior, neglected familiar business practices, or invalidated the contract. Any amount of money (or benefit) promised, surely, to the capital owner in advance is a promise of Riba (interest) payment, which is utterly prohibited in Sharia. 11 Ibid, P.7. LIBOR is London Interbank Offered Rate. In fact, the approval of their Sharia boards, to the use of LIBOR was a big mistake, if targets of Islamic finance would be taken into consideration. deeply involved in Sharia boards, discussed such practices, giving his pieces of evidences and found that they are Sharia incompliant.
It has been observed that Sukuk floating rates that are tied to the LIBOR have gradually become uncommon while "the trend of fixed rate Sukuk issuances has continued in practice (IIFM, 2017 given by sovereigns to Sukuk's capital or its returns is even worse than those given by the private sector when Sharia tenets(Maqasid) are considered. This is because in case of loss, public revenues would be used in favor of Sukuk holders who, nevertheless, are only a section 12 The guarantee for the nominal value of the instrument or the proceeds is done in tortuous ways, where it is not given directly by the actual "issuer" (Originator) of the Sukuk to buyers as done normally by corporates issuing bonds. Sukuk are offered through various intermediaries or brokers. The actual issuer: "Originator" would sell assets to an Agent which may be different than the Originator in legal terms but not in Sharia terms! For example, in case of IsDB' Sukuk 1435 H, the bank was the Originator and the Agent was "The Islamic Corporation for the Development of the Private Sector" (ICD) which is an IsDB's affiliate. Thus, when saying IsDB selling assets to ICD, we are in fact saying IsDB is selling assets to IsDB. The Agent would sell the assets portfolio to a "Trustee", which is Solidarity Trust Services Limited. The trustee obtains proceeds through sale of the assets in form of Sukuk. Such proceeds would be transferred to Originator through the said Agent. The Originator acts as a "guarantor" to the Trustee! It should be noted, however, that IsDB does not guarantee the payment by the Trustee of the profit participation to the certificate holders. This is a Sharia device. Yet, the IsDB promised to repurchase the Trustee's portfolio (which may not be identical with the portfolio originally sold to it) for the original sale price upon the maturity date of the certificates or following certain "dissolution events". 13 ) Such tradition was strictly maintained by the Islamic state in its early centuries, and was explained and defended by 
Sale of Debt
Shariah prohibits selling of debt for a price other than its face value (Sami Hamoud, 1998) 16 .
From the very beginning, Malaysian Sukuk by securitizing debt contract opened the door for practices which did not comply with such Sharia rule. Abozaid and Al-Jarhi (2009) Wakalah. Yet in addition to this, the Wakil is allowed to keep for himself, as an incentive, any extra profits above what is sufficient to maintain the Sukuk holders' fixed rate of return. In the 23 The share of Sukuk Al Mudaraba ranged between 2% for most of the period to 8% and 9% in 2016 and 2017 respectively. Such a trend was against that kind of Sukuk in the international market. 24 It will be argued, below, that Mudaraba and Musharaka Sukuk can be issued under Sharia rules if we accept that this instrument would be actually subject to the outcome of operations in terms of realized profit or loss. 25 In 2016 opposite case, the Wakil is responsible to make tabaru (donation) to Sukuk holders in order to maintain their promised fixed rate of return.
Such unprecedented authority given to Wakil, which allowed him flexibility in managing the Wakalah portfolio and in distributing returns, can be counted among explanations of major growth and success of Wakalah Sukuk in practice. Yet, the continuation of such growth and success cannot be guaranteed! The practice of Wakalah contract through Sukuk neglected not only relevant Sharia rules but also some important economic issues that are involved in the Principal/Agent relation. In classical Fiqh rules, the principal selects the agent carefully to manage his capital assets in the best possible business practice to the benefit of the principal.
In case of the agent violating terms of the contract or neglecting his duties he has to compensate the principal. The agent performs his duties against a commission, salary, or lump sum. But the agent neither has right to share in profits nor is responsible for loss, if this happens. The
Wakalah contract, as known in Sharia, has been misused. Sound governance rules would help in providing some protection to Wakalah Sukuk holders. But nothing can be found in the past experience of Wakalah Sukuk refers to governance or monitoring rules to ensure its sound management or the commitment of Wakil to the best of business practice. Governance, in business activities which are run by the agency, has become, worldwide, so important and necessary for protecting the rights of all stakeholders. The rights of Sukuk holders (the principal) are relinquished with respect to all procedures that were adopted in establishing Wakalah and managing it. The Wakalah Sukuk turned the owners into no more than sleeping partners, waiting for a fixed rate of return just like interest-based bondholders.
Murabaha Sukuk held the most dominant structure for Sukuk in the domestic market by 34%
and 64% of total issuances in 2001-2009, and 2010-2015 respectively. 26 The share of Murabaha Sukuk, however, declined afterwards, to 38% in 2016. Within Sharia rules, assets can be acquired for purpose of re-selling them with a profit margin, and securitized to be Murabaha Sukuk. Returns achieved from selling such Murabaha assets in the market are Sharia permissible. Yet, Murabaha contracts which are "debts" cannot be securitized , sold and exchanged in the market in form of Sukuk. The details and reality of Murabaha Sukuk, kind of operations carried through such an instrument and how rates of return are fixed cannot be detected from available data which is mainly supplied by IIFM. These rates varied between 3.52% ( Jambtan Kedua-a Malaysia-Quasi-sovereign) to 22.9% ( Maybank )
Sukuk and Targets of Islamic Finance
Islamic finance is based on ethics that are derived from the Quran and Sunnah. These ethics, on the one hand, prohibits some practices such as Riba (interest), the sale of debt, Eina 27 and International Journal of Islamic Economics and Finance Studies, 2019/1 , etc. 28 . On the other hand, Islamic ethics aim at the best use of resources and the realization of society's interests.
Gharar
Apart from neglecting some basic Sharia rules or misusing Islamic financial contracts, we can neither deny nor underestimate that Sukuk in the past experience has contributed in financing some large infrastructure projects that are important to development in Muslim countries.
Examples can be given in Sukuk of the "Tabreed" project in the UAE 29 , and the $ 3.5 billion Sukuk of Dubai Ports, Customs and Free Zones Corporation, which contributed in developing the potential capacity of the world's third largest port. This type of projects are undoubtedly important to Muslim countries, including the rich Gulf countries, but economic development means much more than this. In my estimation, with the maintenance of genuine Islamic financial ethics and Sharia rules, Sukuk can be used in Muslim countries to finance small and big projects, and in a manner that would effectively enhance their economic development and rates of growth.
One of the sectors that really need financial help to grow and can effectively help in pushing economic development in Muslim countries is the SMEs. According to recent studies and statistics, SMEs and informal enterprises, account for over 60% of GDP and over 70% of total employment in low-income countries, while they contribute over 95% of total employment and about 70% of GDP in middle-income countries 30 . SMEs contribute to the satisfaction of many local needs of manufactured goods. SMEs also have a vital role which they play in the services sector besides their role in cottage industries in villages and rural areas. In many cases, SMEs contribute to export development (OECD, 2004) . The sector also enjoys a higher level of competition compared with large industries, which would be reflected in market efficiency and in an ability to withstand economic fluctuations and international crises .
The SMEs sector is really an important one to all Muslim countries. It cannot be neglected, and solving its financial problems would considerably help in economic development. Land, buildings, a new type of machinery, capital equipment that are needed for starting or expanding the activity of a small or medium enterprise involve high costs and requires considerable liquidity. SMEs, however, are generally unable to access sufficient finance from the market except at high costs and tough terms. Conventional banks, in case of approving to lend SMEs, impose burdensome conditions on them in terms of high interest payment and collaterals. Unfortunately, when SMEs resort to the informal credit market, they would fall in 28 Briefly Gharar occurs in transactions when some or all terms and conditions of the contract are intentionally neglected or non-intentionally missed. Gharar necessarily involves elements of uncalculated or irrational risk, that yields unjustifiable gain or loss to one of the contract's parties. 29 Tabreed Trust Certificate. 30 Recent empirical studies show that SME's also "contribute to over 55% of GDP and over 65% of total employment in high-income countries. In the European Union countries, for example, there are some 25 million small businesses, constituting 99% of all businesses; they employ almost 95 million people, providing 55% of total jobs in the private sector": Hidayet Keskġn, et al, "The Importance of SMEs in Developing Economies",2nd International Symposium on Sustainable Development, June 8-9 2010, Sarajevo, PP. [183] [184] [185] [186] [187] [188] [189] [190] [191] [192] hands of the loan sharks. They would be excessively exploited as they need to pay exorbitant interest rates for very short periods of time. Such conditions cripple their growth in spite of their economic importance (OECD, 2015).
Ijarah Sukuk and its Possible Role in SMEs Financing
Issuing Ijarah Sukuk would be of great help to SMEs. Yet, the problem in practice is that SME finance would be in small sums and securitization would , therefore, be quite costly. Getting over such a problem needs an active role to be played by Islamic financial intermediaries.
Islamic banks and financial companies that would respond to leasing demands of SMEs would possess the assets which they require, securitize them and issue Sukuk for their interest.
Leasing finance has been practiced by Islamic banks through "Ijara Muntahia Bittamleek", i.e.
leasing and ownership ( L&O). L&O played an important role in Islamic banking finance, but most operations focused on expensive durable commodities such as vehicles, apartments, and houses .The small and medium enterprises sector (SMEs) has benefited little from L&O finance, except in case of Sudan ( Abdelradi Mero, et al, 1986 33 Over the last 50 years, the world has gradually developed leasing activities and hire purchase of durable goods and capital equipment. Thus the leasing business in the developed world and in a number of developing countries has grown steadily with SMEs. Leasing finance empowered SMEs, within the limits of their available liquidity, to carry out their activities. Available information shows that contracts arranged by the leasing financing companies enabled SMEs to organize their payments in a way which did not burden them or impede their growth. In addition, competition amongst leasing companies has also motivated them to develop their leasing contracts in various new ways that helped their customers (lessees) with appropriate payment modes in case they need renovation or replacement International Journal of Islamic Economics and Finance Studies, 2019/1 effective in helping and developing SMEs. Second; rates of return on Ijarah Sukuk have to be guided by the leasing market demand and supply mechanism and never, as in common practice today, by the interest rate 34 . For genuine Islamic Ijara Sukuk, we have to rely on the prevailing market rental rate of the leased assets or for similar assets (in Islamic jurisprudence this is known as the rental of the equivalent). 35 Thus, the returns to Ijarah Sukuk will differ between different activities and sectors. This will allow for collecting financial resources and allocating them to investment projects according to productivity consideration, a matter that is favorable to economic development.. Activities which are more productive will promise higher regular returns to holders of Ijarah Sukuk. Third; the risk of financing the SMEs through Ijarah Sukuk should be taken into account for sake of security and stability. Ijarah Sukuk ought to facilitate finance to SMEs that are (i) enjoying growing domestic markets for their products,
(ii) having foreign demand for their products, particularly when these are of special traditional or indigenous characters (iii) having vertical or horizontal linkage with big industries in the domestic market. It is to be noted that such projects by the nature of their relations with big industries are usually based on modern technologies and enjoy efficient managerial qualities.
Financial support to these projects by leasing finance, managed through Ijarah Sukuk, would increase their productivity, and enhance their competitiveness.
A Possible Developmental Role by Mudaraba and Musharaka Sukuk
Ijarah Sukuk, as displayed and explained can play a distinctive role in the development of Muslim countries. Other kinds of Sukuk, can have different roles to play in economic development, provided that we do not stick to the conception of Sukuk as an Islamic alternative to conventional bonds 36 . Sukuk of Mudaraba and Musharaka with prefixed known of their leased capital equipment. This is quite important if an SME desires to maintain or develop its business in a competitive market. In the developed world, leasing companies have taken into consideration flexibility in payment of installments to be consistent with technical and economic durability of the leased assets. Besides, they organized maintenance operations as required for preserving perfectly the benefits of such assets. See: Abdelrahman Yousri. Does Islamic Banking help in Economic Development of Muslim Countries?, 2016. 34 Guidance by the interest rate as a benchmark, whether done by selecting a fixed rate or by dependence on (LIBOR + or -BP) has been practiced as mentioned in a previous section of this article . This should be brought to an end for sake of best allocation of resources (Abdelrahman Yousri, 2013) , and not merely to avoid mimicking the Riba mechanism. 35 Liquid capital in Islam does not have an ex-ante market price, due to the interest (Riba) prohibition. When liquid capital is employed in Musharaka or Mudaraba, it receives a profit share or may face loss. Physical capital in terms of productive assets has a market price that reflects the value of the income flow which it yields through usage. The market value of a productive asset which is ready for leasing depends on the expected stream of its usufructs. The rental of such an asset will be consistent with market supply and demand for its usufructs. 36 Dr. Mabid al-Jarhi says in a comment which I received from him '' I tend to take the position that the characterization of sukuk as similar to bonds was a mistake from the very beginning. Sukuk can be considered as securitized titles to assets used in investment. Such assets would bear the usual business risk. Securitization would make investments more liquid, which is useful to investors, even if they would bear business risk. To provide an instrument that would satisfy risk avoiding investor in Islamic economics should be considered a folly. '' returns and safety of capital are a real failure if we talk about their authenticity in terms of Sharia rules and Islamic ethics.
In fact, Musharaka and Mudaraba Sukuk can be used in proper Sharia manner to extend long run finance to big projects in different economic sectors. Genuine Mudaraba Sukuk will find a market among investors who are ready to bear a higher level of risk for sake of greater profit.
Yet, this kind of Sukuk has to be designed in a professional manner by establishing a suitable and efficient risk mitigation system within Sharia boundary. Firstly, by selecting carefully viable investment projects with promising profit rates. Secondly, the Mudareb, who is a copartner and responsible managing director, should be selected from amongst most experienced and trusted businessmen. Thirdly, some restrictions may be imposed on Mudareb Musharaka Sukuk can play a role in corporate finance, but in our opinion such role should not restrict the role played by common shares. Corporates in conventional finance are normally dependent on stocks and interest-based bonds. Within an Islamic frame, corporates will depend on common shares, which were almost unanimously sanctioned by majority of Sharia scholars since the late 1970's 39 , and Musharaka Sukuk. Corporates would be able to get extra finance by issuing Musharaka Sukuk against selected fixed assets. Musharaka Sukuk would be liable to profit or loss, just like common stocks. Yet, they would be particularly backed and protected by the fixed assets which have been designated and securitized, such as 37 Abdelrahman Yousri Abdelrahman,"Islamic banking modes of finance: Proposals for further evolution." 2005. 38 Mudareb has to bear the loss in such cases, but the issuers should be responsible for taking the necessary action towards him, on one hand, in order to compensate the Sukuk holders on the other. For more details see Abdelrahman Yousri, op. cit. 39 Shares played an important and successful role in financing big projects such as Islamic banks, insurance-takaful companies and corporates. International Journal of Islamic Economics and Finance Studies, 2019/1 land, buildings, fixtures, equipment and machineries. Musharaka Sukuk can also be issued on basis of Diminishing Partnership contracts ‫المتناقصة‬ ‫المشاركة‬ which is practiced by Islamic banks.
This will give the holders the option of getting returns, on basis of profit/loss sharing, and restoring their capital within a given period of time.
Concluding Remarks
The growth of the Sukuk market, during 2001-2017, was remarkable by all known conventional financial measures. But, it was unsatisfactory and rather disappointing when examined by rules and principles of Islamic finance.
The experience shows misapplication of Sharia rules of profit/loss sharing. Sukuk nominal value and returns were practically guaranteed all times. Guarantee of Sukuk was arranged indirectly and backed by sovereign, semi-sovereign entities and other originators. All that explains high ranking given to Sukuk by famous credit rating agencies. The paper reveals that Sukuk , in practice, neglected and twisted the essential functions and rules of the Islamic financial contracts. Besides, issuers and organizers in the Sukuk industry were clearly unaware of the negative economic consequences of using the interest rate as a benchmark in fixing profit rates and in selling debts through Sukuk. 
